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Overview 


This booklet is a summary of a detailed 
guide to the draft legislation dealing with 
the new system of tax assistance for retire- 
ment saving. The legislation has been pre- 
pared to implement the proposals 
announced by the Minister of Finance on 
October 9, 1986 and modified in the pro- 
cess of tax reform. The guide is intended 
primarily to assist employers, pension plan 
administrators and others who require a 
detailed working knowledge of the new 
rules governing tax-assisted retirement 
saving. 


The legislation includes the codification of 
many of the pension plan registration rules 
currently found in Revenue Canada’s Infor- 
mation Circular 72-13R7. This change has 
been made to adapt the registration rules to 
the new system of contribution limits. 
Codifying the registration rules requires 
that they be set out with more precision 
than is required in the Information Circu- 
lar. Thus, it is important that plan sponsors, 
employees, union representatives and pen- 
sion industry professionals have a full 
opportunity to examine and comment on 
them. For this reason, the legislation is 
being released in draft form before its 
formal introduction in Parliament. 


Comprehensive Limit 


The aim of the legislation is to provide 
fairer and more flexible limits on tax assist- 
ance for retirement saving. The basis of the 
new system is a uniform, comprehensive 
limit on tax-assisted saving of 18 per cent 
of an individual’s earnings. The limit is 
comprehensive in two senses. It applies 
(directly or indirectly) to contributions 
both by taxpayers and by their employers. 
Also, it applies to contributions to all types 
of registered savings plans: registered pen- 
sion plans (RPPs), deferred profit sharing 
plans (DPSPs) and registered retirement 
savings plans (RRSPs). 


Providing a uniform limit on saving in 
different types of plans is important 
because individuals in different employ- 
ment situations do not have equal access to | 
the types of plans which, under the existing 
rules, can provide the most generous ben- 
efits. Even within a given type of plan, the 
access of individuals to tax-assisted saving 
under the existing system varies signifi- 
cantly according to the generosity of the 
plans provided by their employers. The new 
system takes into account variations in 
employer-provided retirement benefits and 
allows taxpayers to supplement them by 
making RRSP contributions up to the 
uniform contribution limit. 


The contribution limit of 18 per cent of 
earnings was chosen because it is consistent 
with the existing limit of 2 per cent of 
earnings per year of service that applies to 
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pension benefits provided under defined 
benefit RPPs. That is, contributions of 

18 per cent of earnings made over an 
individual’s career should be sufficient to 
provide for a pension of 2 per cent of pre- 
retirement earnings per year of service. The 
2-per-cent pension limit is considered to be 
an appropriate limit for tax-assisted retire- 
ment saving. Over a career of 30 to 35 
years, it permits the build-up of a pension 
of 60 to 70 per cent of pre-retirement earn- 
ings. For most individuals, such a pension 
will replace sufficient earnings to avoid any 
significant drop in living standards upon 
retirement. At lower income levels, where 
less earnings replacement at retirement is 
needed from private sources because of the 
relatively greater role played by retirement 
benefits under the Old Age Security pro- 
gram and the Canada and Quebec Pension 
Plans, the limits should be more than ade- 
quate to meet this objective. 


Providing a consistent treatment of savings 
in different types of plans also means 
increasing the limits on contributions made 
on a money purchase basis (through 
RRSPs, DPSPs and some RPPs) to make 
them consistent with the dollar limit on 
pensions provided on a defined benefit 
basis. As adjusted under tax reform, these 
limit increases will be phased in over a 
period ending in 1994 for employer-spon- 
sored plans and 1995 for RRSPs. At the 
end of the phase-in period the dollar limit 
on contributions will be $15,500. Annual 
contributions at this level over a full career 


should provide for a pension comparable to 
the maximum defined benefit pension of 
$1,722.22 per year of service. Beginning in 
1995, both the contribution and pension 
limits will be adjusted each year in accord- 
ance with the increase in the average wage 
in the same manner as the maximum pen- 
sionable earnings under the Canada and 
Quebec Pension Plans are adjusted. Under 
the mature system, these limits are 
expected to provide full tax assistance on 
savings out of individual earnings up to 2.5 
times the average wage. 


Retirement Compensation 
Arrangements 


Retirement benefits in excess of the limits 
can be provided, but not on a tax-assisted 
basis. Any arrangement for funding such 
benefits will be subject to the rules of the 
Income Tax Act regarding retirement 
compensation arrangements (RCAs). 
Contributions to, and earnings in, an RCA 
are subject to a special refundable tax 
which assures that no tax deferral advan- 
tages are gained through such arrange- 
ments. 


Reporting the Pension 
Adjustment Amount 


To implement the new comprehensive limit, 
employers who sponsor RPPs or DPSPs will 
be required to report a pension adjustment 

(PA) for each plan member each year. The 


PA reflects the pension benefit accruing to 
the plan member during the year under 
employer-sponsored plans, and this amount 
is subtracted from the contribution limit to 
determine the maximum RRSP contribu- 
tion the individual may make for the year. 
For money purchase plans, under which 
retirement benefits are based directly on 
the level of contributions plus associated 
investment earnings, the PA will simply be 
the total of the employer’s contribution in 
respect of the employee plus any contribu- 
tion by the employee. For defined benefit 
plans, under which benefits are determined 
according to a formula and do not depend 
on the contributions made in a particular 
year, the PA for a plan member will be 
determined directly from the benefit for- 
mula and, where applicable, the member’s 
pensionable earnings in the year. A 2-per- 
cent defined benefit plan will use up most 
of the plan member’s 18-per-cent contribu- 
tion limit while a less generous plan will use 
up proportionately less, thus leaving more 
RRSP contribution room. For administra- 
tive reasons, employers participating in 
certain multi-employer defined benefit 
plans will be permitted to report PA based 
on contributions made in the year as 1s the 
case for money purchase plans. 


The reporting of PAs will be the responsi- 
bility of the employer and will be part of 
the T-4 reporting process. (Reporting by 
plan administrators is provided for in two 
particular circumstances involving multi- 
employer plans.) The first PA report is due 


by the end of February, 1989 based on 
pension or DPSP accruals in 1988. The 
methods of calculating PAs for different 
plan types were described in the proposals 
released on October 9, 1986, and draft 
regulations embodying these methods are 
included with the draft legislation. Revenue 
Canada is prepared to assist employers in 
determining an acceptable PA formula for 
particular plans and in resolving any other 
problems associated with the reporting 
requirements. 


Individual Statements on RRSP Limits 


As RRSP contribution limits will now 
depend on the PA amounts, Revenue 
Canada will issue statements to individual 
taxfilers each year informing them of their 
RRSP limits for the year. The first such 
statement will be issued towards the end of 
1989 and, as under the current rules, tax- 
payers will have until 60 days after the end 
of 1989 to make RRSP contributions for 
that year. To enable Revenue Canada to 
provide this information to taxpayers, the 
RRSP limit for each taxation year will be 
based on earnings and PAs for the preced- 
ing year. Thus, the RRSP limit for 1989, 
for example, will be based on earnings and 
pension accruals in 1988. 


Seven-Year Carry-Forward 
for RRSP Contributions 


The legislative changes also include meas- 
ures designed to improve the fairness and 
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flexibility of tax assistance in relation to 
prior years of service. Under the current 
system, the ability of individuals to make 
up for missed saving opportunities is gener- 
ally quite restricted. At the same time, 
opportunities exist for some individuals to 
obtain past service pension credits in excess 
of the intended limits. 


The new system will provide for a seven- 
year carry-forward of RRSP contribution 
room not used in a year. This will permit all 
those saving for retirement to make up for 
contributions they missed making in prior 
years. It will also provide considerable 
scope for individuals to adapt the pattern of 
their retirement saving to their other finan- 
cial needs. The first opportunity for carry- 
forward contributions will come in 1990 
based on contribution room unused in 1989. 


Added Pension Benefits For 
Past Service 


Under the new system of comprehensive 
limits, RRSP contributions are regarded as 
an alternative to pension benefit accruals as 
a means of saving for retirement. Conse- 
quently, additional pension benefits in 
respect of past service (after 1987) can be 
credited to an individual only to the extent 
that the individual has not taken full advan- 
tage in prior years of the opportunity to 
make deductible RRSP contributions. A 
procedure for the certification of additional 
past service benefits is being introduced to 
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| 
co-ordinate the provision of such benefits | 
with the use made of RRSPs. An employer — 
proposing to provide such benefits must 
calculate an amount called a past service 
pension adjustment (PSPA) in respect of 
the benefits and submit the PSPA to Reve- 
nue Canada. If the PSPA does not exceed 
an individual’s RRSP contribution room 
carried forward from prior years, Revenue 
Canada will provide a certification. The 
certification permits the past service ben- 
efits to be paid and results in a reduction of 
the individual’s RRSP limit by the amount 
of the PSPA. This procedure does not apply 
to past service upgrades that simply involve 
benefit increases in line with wage or price 
growth. Such increases will generally give 
rise to a PSPA of nil and so are not subject 
to the certification requirement. 


Termination of Plan Membership 


Where a taxpayer leaves an RPP and 
retains no right to future benefits, the 
employer will often be required to report a 
pension adjustment reversal (PAR). In 
general terms, PAR is the difference 
between the PAs reported in respect of the 
taxpayer and any payments made for his or 
her benefit by the plan. The PAR will 
increase the taxpayer’s RRSP limit. Both 
these adjustments in respect of past service 
— PSPA and PAR — will increase the 
fairness of the system by making the RRSP 
limit better reflect the benefits actually 
earned under employer-sponsored plans. 


Inter-Plan Transfers 


To ensure that the tax-assistance limits are 
maintained where a taxpayer moves from 
one plan to another, new provisions govern- 
ing inter-plan transfers of funds and pen- 
sion accruals are being introduced. An 
important feature of these rules is that, 
beginning in 1989, the transfer of lump sum 
amounts from one plan to another on a tax- 
free basis will be permitted only if the 
amounts are transferred directly. Transfers 
from defined benefit plans to money pur- 
chase RPPs or RRSPs will be subject to 
limits. The existing rules that permit 
deductions in respect of amounts trans- 
ferred between registered plans, whether 
directly or indirectly, will no longer apply. 


Pension Plan Registration 


As indicated above, the legislative amend- 
ments include the codification of many of 
the pension plan registration rules currently 
found in Revenue Canada’s Information 
Circular 72-13R7. These rules are being 
included in the Income Tax Act to ensure 
their consistency with the new system of 
pension and contribution limits. Apart from 
changes made to adapt the registration 
rules to the new structure of contribution 
limits, there has been no intention to 
modify in any general way the level of 
benefits currently permitted under the 
provisions set out in the Information Circu- 
lar. However, in a number of cases codifi- 
cation means that rules must be spelled out 


more precisely than they are in the Infor- 
mation Circular. 


An unavoidable consequence of the intro- 
duction of the new limits and the other 
registration rule changes is that certain 
changes will be required to most pension 
plans. As a general rule, the new registra- 


tion requirements come into effect for 1989 


and subsequent years. Thus, most, if not all, 
plans will have to be amended as of Janu- 
ary 1, 1989 and the amendments submitted 
to Revenue Canada. However, some of the 
provisions applying to benefits provided 
under defined benefit plans that were 
submitted for registration before 

March 28, 1988 will come into force only 
after 1990 and only in respect of service 
after 1990. This will provide existing plans 
with more time to make any necessary 
changes to those benefit provisions. For 
existing plans, the requirements of the 
Information Circular as administered by 
the Minister of National Revenue will 
generally continue to apply for service prior 
to the application of the new registration 
rules. 


Additional Information 


A more detailed description of the proposed 
amendments is provided in the guide and 
the explanatory notes. The amendments are 
concentrated in several sections of the 
Income Tax Act. Deduction provisions are 
contained in subsections 8(1) and 20(1) 
and section 60 as well as in sections 146 
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and 147 and new section 147.5. Section 146 
contains provisions relating to the registra- 
tion of RRSPs, and section 147 contains 
parallel provisions for DPSPs. The provi- 
sions relating to registered pension 

plans are contained in new sections 

147.1 to 147.8. 
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